This note presents the methodology used to assess the impact of demography in the affordability of the benefits of PAYG/DB pension systems in Latin America and the Caribbean. We generate three indicators in the form of replacement rates (monthly pension benefit relative to the worker's last wage): i) the promised replacement rate, ii) the affordable replacement rate in a sustainable PAYG/DB system in equilibrium and iii) a counterfactual affordable replacement rate if a fully funded, individual capitalization system. We calculate each of the indicators for 2015 and 2100. They represent the respective benefits that a person with the average formal wage who is retiring in 2015 (or 2100) will obtain having contributed every month from the age of 25 until retirement. All three indicators are calculated using the existing rules in each country as of 2015. Although we compute the indicators separately for men and women, for simplicity we average the indicator within countries.
Promised replacement rate for the average worker. The promised replacement rate is the pension benefit (relative to the wage) that the current PAYG/DB system is expected to provide with existing rules, and it is obtained as follows:
1. Calculate the monthly pension benefit according to the PAYG/DB benefit rules formula in each system. We assume that system rules do not change between 2015 and 2100, and hence the promise replacement rate is the same in both periods.
2. Divide the benefit by the last wage before retirement.
Affordable replacement rate with a PAYG system for the average worker. The affordable replacement rate in a PAYG/DB system is the pension benefit (relative to wage) that the system could provide if pension contributions were to cover pension outlays, and it is obtained as follows:
1. Capitalize the contributions of workers' lives at the rate of the countryspecific wage bill growth. This is proxied by population growth in the respective period of the specific country (2010-2015 and 2095-2100) plus 1 percent wage growth (assumed to be common for all countries).
